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SUBJECT: GASB STATEMENT NO. 68, ACCOUNTING AND FINANCIAL REPORTING
FOR PENSIONS AND GASB STATEMENT NO. 71, PENSION TRANSITION
FOR CONTRIBUTIONS MADE SUBSEQUENT TO THE MEASUREMENT
DATE '

RECOMMENDATION

Accept the report on the overview and implementation of Governmental Accounting Standards Board
(GASB) Statement Nos. 68 and 71 for the City’s financial statements for Fiscal Year 2014-2015.

OUTCOME

To provide the Public Safety, Finance & Strategic Support Committee (“PSFSS”) an overview of the
fiscal impact and the implementation plan for GASB Statement No. 68, Accounting and Financial
Reporting for Pensions and GASB Statement No. 71, Pension Transition for Contributions Made
Subsequent to the Measurement Date (“New Pension Standards”). The New Pension Standards
dramatically change the accounting reporting requirements with respect to defined benefit pension
plans and the presentation in the City’s financial statements. This memo provides an overview of
certain financial statements in the City Comprehensive Annual Financial Report (“CAFR”) that are
affected by the New Pension Standards, particularly the government-wide financial statements,
enterprise funds and agency funds financial statements for Fiscal Year 2014-2015.

BACKGROUND

On June 25, 2012, the Government Accounting Standards Board (“GASB”) approved GASB
Statement Nos. 67 and 68, effectively replacing GASB Statement Nos. 25 and 27, respectively. These
new standards were designed to improve and provide transparency to the accounting and financial
reporting for state and local government defined benefit pension plans and to bring governmental
employer accounting and reporting standards closer in line with private sector requirements.
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The City implemented GASB Statement No. 67 in Fiscal Year 2013-2014. GASB Statement No. 68
(“GASB 68”) is effective for fiscal years starting after June 15, 2014. GASB Statement No. 71, an
amendment to GASB 68, is required to be implemented simultaneously with the provisions of GASB
68.

In prior years, information on the pension liabilities was disclosed in the note disclosure and required
supplementary information sections of the CAFR. With the implementation of GASB 68, the net
pension liability will be reported on the face of the Statement of Net Position, effectively reducing an
entity’s overall net position. Thus, GASB 68 changed the accounting and financial reporting
requirements of pension obligations by reporting pension obligations not only on the note disclosure
and required supplementary information sections but also on the face of the basic financial statements.
GASB 68 affects the reporting and accounting presentation of the City’s pension liability; it is not a
new liability and the City has been disclosing and profoundly aware of this liability.

Additional highlights of key changes include:

e Separating accounting for pension liabilities from the funding of pension liabilities

e Adding net pension liability (“NPL”) and deferred outflows/inflows of resources in the
statement of net position. Deferred outflows/inflows are defined as the consumption or
acquisition of net assets that is applicable to a future reporting period

¢ Eliminating the annual required contribution (“ARC”) concept for recognizing pension
expense, however pension expenditures will still be used as the outflows measurement for
governmental funds

e Pension expense will be a comprehensive measurement consisting of elements that have both
immediate recognition (expenses “today”) and amortization of expenses with deferred
recognition (expenses “in future”)

e Significant increase in note disclosures and information reported in the required supplementary
information (“RSI”) in the CAFR

A comparison prepared by Macias, Gini & O’Connell (“MGQO”), the City’s external auditors, between
the previous accounting standard, GASB 27 and the New Pension Standards, GASB 68 and 71 is
presented in Attachment A.

ANALYSIS

The City contracted with MGO to review Finance staff’s calculations, perform additional guidance and
provide training related to the City’s implementation of the New Pension Standards. This section of
the report provides more discussion and analysis on the accounting changes associated with GASB
68/71 implementation.

Measurement Frequency and Valuation Requirements

As mentioned, GASB Statement No. 68 is effective for financial statements for fiscal years beginning
after June 15, 2014. Under GASB 68, there are two key dates — the measurement date and the actuarial
valuation (“AV”) date. The net pension liability should be measured as of a date no earlier than the
end of the employer’s prior fiscal year, consistently applied from period to period (measurement date).
The net pension liability can be measured from an actuarial valuation as of the measurement date or
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roll forward amounts from an actuarial valuation as of a date no more than 30 months plus 1 day prior
to the employer’s most recent fiscal year-end. The actuarial valuation should be performed at least
biennially.

The City will use June 30, 2014 as both the measurement date and the AV date for purposes of
implementing GASB 68 for both the Federated Plan and the Police and Fire Plan. In future years, the
calculation of the net pension liability and pension expense will always be one year behind the most
current fiscal year. For example, actuarial valuations with measurement date as of June 30, 2014 will
be used to report the net pension liability on the City’s Fiscal Year 2014-2015 CAFR.

Impact on the Financial Statements

Changes resulting from GASB 68 requirements apply only to the government-wide financial
statements, enterprise funds (Airport, Wastewater, Municipal Water, and Parking Funds), and agency
funds (Pension and SARA Trust Funds). GASB 68 does not apply to governmental funds; they will
continue to report pension expenditures based on contributions made during the year. There is no
change in cash flow, contribution rates or General Fund budgeted expenditures associated with
implementation of GASB 68. In addition, the new measure used to recognize pension expense and
pension liability eliminated the ARC concept for recognizing pension expense, resulting in the
separation of accounting from funding.

For illustrative purposes, the Finance Department calculated certain line items in the financial
statements affected by the New Pension Standards using the AV reports as of June 30, 2014 and the
highlights of the impact to the government-wide financial statements including enterprise funds would
have been on the June 30, 2014 CAFR.

Current Accounting New Accounting
Standards (GASB 27) Standards (GASB 68) Impact of New Standards
(in millions of $) (in millions of $)
Assets 10,513 10,513 No change
Deferred Outflow of 3 271 An increase of $268 million (estimated
Resources pension contribution in FY 14/15)
Liabilities 3,751 5,449 An increase of $1,698 million (net
pension liabilities)
Deferred inflow of 1 276 An increase of $275 million
Resources (difference between projected and
actual earning on investments)
Net Position 6,764 5,059 A net decrease of $1,705 million to net
position
Expenses 1,926 1,822 A decrease of $104 million ($268-
$164, contribution minus the pension
expense)
Adjustments to 6,961 5,151 A decrease of $1,810 million to
Restate Beginning beginning net position

Net Position
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e The net position (total assets and deferred outflows of resources minus total liabilities and
deferred inflows of resources) at June 30, 2014 for all reporting entities would have been $5.06
billion, a $1.705 billion decrease (25.2%) from the previously reported net position of $6.764
billion (pre-GASB 68 implementation).

e Total long-term liabilities would have been $5.449 billion as of June 30, 2014, an increase of
$1.698 billion or 45.3% compared to the previously reported $3.751 billion long-term liabilities
(pre-GASB 68 implementation).

e Under GASB 68, pension expense would have been $163.6 million, a decrease of $67.5
million or 29.2% compared to the annual pension cost of $231.1 million under GASB 27
reported at June 30, 2014. The pension expense reported under GASB 27 was higher because it
included the amortization of the unfunded actuarial accrued liability. Under GASB 68, the
pension expense is measured as the difference between the net pension liabilities between two
reporting periods.

e Of the total net difference between projected and actual investment earnings of $344.5 million,
$275.6 million will be recognized as deferred inflows of resources. The budgeted pension
contribution for fiscal 2014-2015 of $267.9 will be recognized as deferred outflow of
resources.

Restatement of Beginning Position and Allocation of Pension Expense Among City Funds
Methodology

Implementation of the New Pension Standards is a change in accounting principle and will require
recognition of a one-time prior period adjustment to restate the beginning net position. The total prior
period adjustment on a government-wide basis is estimated to be $1.705 billion ($1.554 billion for
governmental activities, $144.8 million of business-type activities, and $6.0 million for fiduciary
funds).

The pension expense and prior period adjustment were distributed to different funds/activities by
averaging the actual pension expense allocated to the funds over the last ten years. This methodology
was chosen because it addresses the organizational changes the City experienced as a result of
significant downsizing of the organization between FY 2008-09 and FY 2011-12. The percentages
resulting from the allocation methodology are presented in Attachment B.

Rating Agencies and Capital Markets Concerns

The credit rating agencies have prepared various commentaries on the implementation of GASB 68
and note that implementation will have a limited impact on municipal bond ratings given that the rating
agencies’ current internal credit analysis methodologies already account for pension obligations and
liabilities. For example, Moody’s indicated in its announcement on Global Credit Research dated June
30, 2014 (attached) that the ““new pension disclosures under GASB 67/68 will have limited impact on
US state and local government ratings”. While no direct rating impact is anticipated, there will be
impacts on financial ratios, bond covenant compliance, and other measures however, the Finance staff
does not anticipate that these measures will negatively affect the reception of the City’s credit in the
capital markets.
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Cost-Sharing Multiple-Employer (CalPERS) Plan

The City’s CalPERS Plan for the Mayor and members of the City Council will recognize their
proportionate share of collective balances in the calculation of the net pension liability, pension
expense and deferred outflows and inflows of resources.

For the CalPERS plan, accounting valuations for financial statements are expected to be available late
in June 2015. CalPERS is anticipated to charge a minimal fee for the data, which it will make available
through the on-line CalPERS System. There is currently no available data to estimate the net pension
liability associated with this plan. However, given the minimal amount of the plan relative to the total
assets of the City, the impact on the financial statements is expected to be limited.

COORDINATION

This memorandum has been coordinated with the City Manager’s Office and City Attorney’s Office.

/sl
JULIA H. COOPER
Director of Finance

For guestions, please contact Grace O. Martinez, Deputy Director of Finance, at (408) 535-7034.

Attachments



Attachment A

Summary of Pension
Standard Changes.




Summar

of Pension

Standard Changes.

Pension Liability —
recognized in plan
sponsor’s financial
statements

Current Accounting

Standards (GASB 27)

Proud ToBe
Boring Accountants.

New Accounting
Standards (GASB 68)

Impact of New
Standards

Net Pension Obligation
(NPO) — Measured as the
cumulative difference
between the employer’s
annual required contribution
(ARC) and actual
contributions

Net Pension Liability (NPL) —
Measured as the difference
between the employer’s total
pension liability (TPL) and the
plan’s fiduciary net position
(PNP) as of the measurement
date

NPL = TPL - PNP

Inclusion of NPL on

employer’s statement

of net position will

result in major

change in financial
reporting ...

It will substantially
increase liabilities
reported for most

governments!

The TPL will be more
volatile than the
current unfunded
actuarial accrued
liability (UAAL).




Summar

of Pension

Standard Changes.

Pension Expense —
recognized in plan
sponsor’s financial
statements

Current Accounting

Standards (GASB 27)

Annual Pension Cost (APC)

Measured as employer’s

ARC plus certain adjustments

when an employer’s actual
payments are less than or in
excess of the ARC.

ARC = normal cost +
amortization of UAAL

Proud ToBe
Boring Accountants:

New Accounting
Standards (GASB 68)

Pension Expense (PE) —
Measured as the change in
NPL with certain exceptions.

Immediate recognition:

» Service costs (+)

 Interest on TPL (+)

» Changes in benefits (+or-)

* Projected investment
returns over the year (-)

» Administrative expenses
and other changes of the
pension plan (+or-)

Deferred recognition:

+ Changes in TPL due to
changes in actuarial
assumptions and
differences in assumed and
actual actuarial experience

« Changes in PNP due to
difference between
projected and actual
investment returns

Impact of New
Standards

New measurement will
disconnect the
relationship of funding to
expense recognition.

The direct relationship to
the change in NPL with
shorter deferral and
recognition periods will
increase the volatility in
the new pension
expense.

Note: Governmental funds
continue to report pension
expenditures based on

contributions made during
the year.




Summar

of Pension

Standard Changes.

Deferred Outflows
and Inflows of
Resources

Current Accounting

Standards (GASB 27)

Not recognized

Proud ToBe
Boring Accountants:

New Accounting
Standards (GASB 68)

Changes in TPL due to
changes in actuarial
assumptions and differences
in assumed and actual
actuarial experience.

These amounts are
amortized over a closed
period equal to the average
of the expected remaining
service period of all
employees (active and
inactive).

Changes in PNP due to
difference between projected
and actual investment
returns. These amounts are
amortized over a closed five-
year period.

Impact of New
Standards

Deferrals will provide
some degree of
“smoothing” of market
volatility and changes
in economic or
demographic factors.




Summary of Pension ProudToBe
Standard Changes. - Boring Accountants:

Current Accounting New Accounting Impact of New
Standards (GASB 27) Standards (GASB 68) Standards

Discount Rate Long-term investmentrate of = “Blended” discount rate is used A blended discount

return to the extent that projected rate could be lower
benefits exceed projected plan than the long-term
net position. expected rate of
return resulting in a
Long-term expected rate of larger TPL

return on assets and, if
applicable, the 20-year AA/Aa
tax-exempt municipal bond yield
or index rate

Attribution One of six allowed Entry age actuarial cost method  Use of one actuarial
Methodology methodologies can be used cost method will
provide uniformity in
the calculation of TPL
and current service oy
cost. e

Asset Valuation Generally smoothed market  Fair value of plan’s assets Use of fair value will
value add volatility to the
NPL and PE




Attachment B

GASB 68 and 71 Implementation
Percentages Used to Allocate Pension Expense, Prior
Period Adjustment and Deferred Inflows/Outflows

% allocation

Airport 3.75%
Waste Water 6.41%
Water ' 0.47%
Parking 0.22%
ISF - Employee Benefits 0.09%
ISF - Public Works Program Support 1.23%
ISF - Stores, Vehicles, M&O 0.84%
Successor Agency (SARA) 0.09%
Retirement 0.45%
Governmental Funds (including General Fund) 86.45%

100% '

a. The percentages were calculated based on the average pension contributions made in the
last 10 years (FY04/05 through FY13/14)




Attachment C

Mooby's
INVESTORS SERVICE

Announcement: Moody's: New pension disclosures under GASB 67/68 will have
limited impact on US state and local government ratings

Global Credit Research - 30 Jun 2014

New York, June 30, 2014 -- The new state and local government pension accounting standards, Government
Accounting Standards Board (GASB).67 and 68, scheduled to start later this year, will not change the
methodology that Moody's Investors Service uses to adjust US state and local government pension data in its
rating process. Some liability measures could be affected, however, by new information in the additional disclosure
that the standards will require, specifically on the sensitivity of liabilities to changes in the discount rate.

Moody's explains the impact of the GASB.67/68 reporting changes on its credit analysis in the report, "Moody's
US Public Pension Analysis Mostly Unchanged By New GASB 67/68 Standards."

"The revised standards do not change our approach to calculating Moody's Adjusted Net Pension Liability, or
ANPL, for state and local governments, the measure of these liabilities that we use in our ratings," says Analyst
Tom Aaron. "The new information that will be disclosed on the sensitivity of discount rates, however, could
materially impact the results of our adjustments in some cases."

The additional disclosure is unlikely to impact ratings in the vast majority of cases, says Moody's. When it does,
the information could be credit positive or credit negative, depending on pension plan liability characteristics.

Moody's will use the new liability disclosure related to discount rate.changes for estimating the speciﬁc duration of
a given plan. Absent other data, Moody's had previously assumed a uniform plan duration of 13 years in making its
discount rate adjustments to plan liabilities.

Moody‘s will continue to adjust reported liabilities in their entirety using a high-grade corporate bond index tied to
the actuarial valuation date.

Important changes in GASB 67/68 that will not change Moody's pension adjustments include the disclosure of
local governments' shares of a multi-employee cost-sharing plans, and the appearance of net pension liabilities on
local government balance sheets.

The accounting standards will change with pension plan disclosures for fiscal year 2014 and bond issuer -
disclosures for fiscal year 2015. *

For more information, Moody's research subscribers can access the report at

http://www.moodys.com/viewresearchdoc.aspx?docid=PBM_PBM171874.

*kk

NOTE TO JOURNALISTS ONLY: For more information, please call one of our global press information hotlines:
New York +1-212-553-0376, London +44-20-7772-5456, Tokyo +813-5408-4110, Hong Kong +852-3758-1350,
Sydney +61-2-9270-8141, Mexico City 001-888-779-5833, Sdo Paulo 0800-891-2518, or Buenos Aires 0800-666-
3506. You can also email us at mediarelations@moodys.com or visit our web site at www.moodys.com.

Thomas Aaron

Analyst

Public Finance Group

Moody's Investors Service, Inc.
100 N Riverside Plaza

Suite 2220

Chicago, IL 60606

U.S.A.

JOURNALISTS: 212-553-0376
SUBSCRIBERS: 212-553-1653
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Timothy F Blake

MD - Public Finance

Public Finance Group
JOURNALISTS: 212-553-0376
SUBSCRIBERS: 212-553-1653

Releasing Office:

Moody's Investors Service, Inc.
250 Greenwich Street

New York, NY 10007

U.S.A.

JOURNALISTS: 212-553-0376
SUBSCRIBERS: 212-553-1653

MoobDy’s
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© 2015 Moody's Corporation, Moody's Investors Service, Inc., Moody's Analytics, Inc. and/or their licensors and
affiliates (collectively, “MOODY'S"). Al rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS AFFILIATES
(“MIS") ARE MOODY'’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES,
CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND CREDIT RATINGS AND RESEARCH
PUBLICATIONS PUBLISHED BY MOODY'S ("MOODY’S PUBLICATIONS”) MAY INCLUDE MOODY'S
CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS,
OR DEBT OR DEBT-LIKE SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY
MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY
OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE
VOLATILITY. CREDIT RATINGS AND MOODY'S OPINIONS INCLUDED IN MOODY'’S PUBLICATIONS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY'S PUBLICATIONS MAY ALSO INCLUDE
QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR
COMMENTARY PUBLISHED BY MOODY'’S ANALYTICS, INC. CREDIT RATINGS AND MOODY'S
PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT
RATINGS AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR MOODY'S
PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR
INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY'S PUBLICATIONS WITH
THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS
OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE.

MOODY'S CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL
INVESTORS AND IT WOULD BE RECKLESS FOR RETAIL INVESTORS TO CONSIDER MOODY'S CREDIT
RATINGS OR MOODY'’S PUBLICATIONS IN MAKING ANY INVESTMENT DECISION. IF IN DOUBT YOU
SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON
WITHOUT MOODY'’S PRIOR WRITTEN CONSENT.

All information contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable.
Because of the possibility of human or mechanical error as well as other factors, however, all information contained
herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all necessary measures so that the
information it uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be
reliable including, when appropriate, independent third-party sources. However, MOODY'S is not an auditor and
cannot in every instance independently verify or validate information received in the rating process or in preparing

(




the Moody's Publications.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors
and suppliers disclaim liability to any person or entity for any indirect, special, consequential, or incidental losses or
damages whatsoever arising from or in connection with the information contained herein or the use of or inability to
use any such information, even if MOODY'S or any of its directors, officers, employees, agents, representatives,
licensors or suppliers is advised in advance of the possibility of such losses or damages; including but not limited
to: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial
instrument is not the subject of a particular credit rating assigned by MOODY'S.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors
and suppliers disclaim liability for any direct or compensatory losses or damages caused to any person or entity,
including but not limited to by any negligence (but excluding fraud, willful misconduct or any other type of liability
that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the
control of, MOODY'S or any of its directors, officers, employees, agents, representatives, licensors or suppliers,
arising from or in connection with the information contained herein or the use of or inability to use any such
information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER
OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER
WHATSOEVER. .

Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody's Corporation (“MCQ”),
hereby discloses that most issuers of debt securities (including corporate and municipal bonds, debentures, notes
and commercial paper) and preferred stock rated by Moody’s Investors Service, Inc. have, prior to assignment of
any rating, agreed to pay to Moody’s Investors Service, Inc. for appraisal and rating services rendered by it fees
ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies and procedures to address
the independence of MIS's ratings and rating processes. Information regarding certain affiliations that may exist
between directors of MCO and rated entities, and between entities who hold ratings from MIS and have also
publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at
www.moodys.com under the heading “Investor Relations — Corporate Governance — Director and Shareholder
Affiliation Policy.”

For Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services
License of MOODY'S affiliate, Moody’s Investors Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or
Moody'’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended
to be provided only to “wholesale clients” within the meaning of section 761G of the Corporations Act 2001. By
continuing to access this document from within Australia, you represent to MOODY'S that you are, or are
accessing the document as a representative of, a “wholesale client” and that neither you nor the entity you
represent will directly or indirectly disseminate this document or its contents to “retail clients” within the meaning of
section 761G of the Corporations Act 2001. MOODY'S credit rating is an opinion as to the creditworthiness of a
debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to
retail clients. It would be dangerous for “retail clients” to make any investment decision based on MOODY'S credit
rating. If in doubt you should contact your financial or other professional adviser.

For Japan only: MOODY'S Japan K.K. (“MJKK") is a wholly-owned credit rating agency subsidiary of MOODY'S
Group Japan G.K., which is wholly-owned by Moody's Overseas Holdings Inc., a wholly-owned subsidiary of
MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of MUKK. MSFJ is not a
Nationally Recognized Statistical Rating Organization (“NRSRO"). Therefore, credit ratings assigned by MSFJ are
Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an entity that is not a NRSRO and,
consequently, the rated obligation will not qualify for certain types of treatment under U.S. laws. MJKK and MSFJ
are credit rating agencies registered with the Japan Financial Services Agency and their registration numbers are
FSA Commissioner (Ratings) No. 2 and 3 respectively.

MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and
municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MJKK or MSFJ (as
applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for appraisal
and rating services rendered by it fees ranging from JPY200,000 to approximately JPY350,000,000.

MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.



